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• DMD is a deeply undervalued internet 
company set to explode thanks to its 
long-term, multi-year investments. 

• Google, Amazon, and a DMD partnership 
are the top three participants in a new 
ICANN program to introduce new domain 
name extensions to the internet and open 
a formerly monopolized space. 

• Helping price discovery over the next six 
months are a series of near-term 
catalysts, including a scheduled spin-off, 
the likely buyout of the Content division, 
and GoDaddy's expected IPO. 
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Disclaimer 




Neither Anonymous Analytics nor its principles is a registered investment advisor or otherwise licensed in any 
jurisdiction, and the opinions expressed herein should not be construed as investment advice. This report expresses our 
opinions, which we have based upon publicly available facts and evidence collected and analyzed including our 
understanding of representations made by the managements of the companies we analyze, all of which we set out in our 
research reports to support our opinions, all of which we set out herein. We conducted basic research based on public 
information in a manner than any person could have done if they had been interested in doing so. You can publicly 
access any piece of evidence cited in this report. 

All facts, figures, and opinions are as at the last practicable date. This document has been prepared for informational 
purposes only. This document is not an offer, or the solicitation of an offer, to buy or sell a security or enter into any 
other agreement. We have made every effort to ensure that all information contained herein that support our opinions 
is accurate and reliable, and has been obtained from public sources we believe to be accurate and reliable, and who are 
not insiders or connected persons of the stock or company covered herein or who may otherwise owe any fiduciary duty 
to the issuer. However, we do not represent that it is accurate or complete and should not be relied on as such, in 
particular, Demand Media and insiders, agents, and legal representatives of Demand Media and other entities 
mentioned herein may be in possession of material non-public information that may be relevant to the matters 
discussed herein. Do not presume that any person or company mentioned herein has reviewed our report prior to its 
publication. 

As evident by the contents of our research and analysis, we expend considerable time and effort to ensure that our 
research analysis and written materials are complete and accurate, we strive for accuracy and completeness to support 
our opinions, and we have a good-faith belief in everything we write - but such information is presented "as is," without 
warranty of any kind, whether express or implied. All expressions of opinion are subject to change without notice, and 
we make no representation, express or implied, as to the accuracy, timeliness, or completeness of any such opinions and 
information or with regard to the results to be obtained from its use, and we makes no representation that we will 
update any information on this. You should assume that all statements contained herein are our opinion and are not 
statements of fact - even if certain statements can be perceived as such. That way, we don't have to sacrifice our 
(hopefully) entertaining writing style by starting every sentence with "In our opinion" as advised by our team of 
neurotic and overpriced lawyers. 

We believe that the publication of our opinions and the underlying facts about the public companies we research is in 
the public interest, and that publication is justified due to the fact that public investors and the market are connected in 
a common interest in the true value and share price of the public companies we research. We are exercising our right to 
express such opinions in a public forum. Any investment involves substantial risks, including complete loss of capital. 
Any forecasts or estimates are for illustrative purpose only and should not be taken as limitations of the maximum 
possible loss or gain. Any information contained in this report may include forward-looking statements, expectations, 
and projections. You should assume that these types of statements, expectations, and projections may turn out to be 
incorrect. 

Anonymous Analytics itself holds no direct or indirect interest or position in any of the securities profiled in this report. 
However, you should assume that certain contributors to this report, as well as their members, partners, affiliates, 
colleagues, employees, consultants, muppots clients and investors, as well as our clients have a long position in the stock 
or debt of Demand Media ("DMD" or "the Company") and/or options of the stock, and therefore stand to gain 
substantially in the event that the price of the stock increases. You should further assume that following the distribution 
of this report, the aforementioned individuals and entities may continue transacting in the securities covered therein, 
and may be long, short or neutral at any time hereafter regardless of this report's initial opinions. 

Don't be stupid and invest in the public markets unless you are prepared to do your own homework and due diligence. 
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Executive Summary 




DMD operates a Content & Media ("C&M") division, a Registrar, and a newly-built Registry business. 

DMD has been investing heavily since 2012 to prepare for the launch of its Registry business. The 
registry industry is an effective monopoly dominated by Verisign, a US$6.5 billion company that 
manages all .com and .net domains thanks to its exclusive contract with ICANN, the governing body 
responsible for coordinating the internet's global domain name system. 

In an unprecedented move, ICANN recently launched a Program which seeks to introduce hundreds of 
new domain name extensions to the internet. Instead of being limited to a few familiar choices (.com, 
.edu, .org), consumers will now be able to choose from more branded options (.attorney, .democrat 
.social, etc.). The top three participants in the Program are Google, Amazon, and DMD through a 
partnership. Through its multi-year investments, DMD is now positioned to be a major player in this 
highly regulated industry. 

The potential from the Registry business is immense but has been eclipsed by recent traffic declines of 
the C&M division's web properties. DMD has historically been valued on its legacy C&M division, and 
sell-side analysts have effectively written DMD off with the expectation that traffic volume will continue 
to decline indefinitely. However, our analysis of recent traffic data and search engine visibility shows 
that web traffic has sustainably improved since the beginning of the year. The market does not seem to 
be aware of this, but we expect the improvements to show in DMD's Q2 results. 

With the improved web traffic and massive Registry investments set to pay off in 2014 and 2015, we 
value DMD at US$10.36 per share with 138% upside . Helping price discovery are a series of near-term 
catalysts: 

• Spin-off: In January, DMD filed a Form 10 to spin-off the Registrar and Registry business through 
a new public company called Rightside Group. The spin-off is expected to be completed by 
summer and will unlock tremendous value and leave DMD to focus on its core C&M business. 

• GoDaddy IPO: GoDaddy is the largest domain name registrar in the world, followed by 
Rightside. GoDaddy's expected IPO this year will bring investor attention to the industry. 

• Margin expansion: Management has invested heavily in the last three years, and in the process 
incurred substantial expenses that have understated and obscured DMD's earnings potential. 
These one-time expenses are set to give way to revenue growth and dramatic margin expansion. 

• Return to guidance: Management stopped providing guidance ahead of the spin-off as DMD 
needed to make investments that didn't fit into the quarter-to-quarter purview of sell-side 
analysts. We expect DMD and Rightside to return to providing analysts with crack guidance once 
the spin-off is complete. 

• DMD buyout: DMD's top two shareholders are Oak Investment Partners and Spectrum Equity, 
with 25% and 15% ownership, respectively. Oak Investment Partners specializes in buyouts and 
spin-offs, and the current interim CEO was a principal at Spectrum Equity. Last year, DMD's long- 
standing CEO resigned and the current CEO stepped in on an interim basis. Considering that no 
permanent CEO has been found, we believe DMD will be taken private after the spin-off. 
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Introduction 




Demand Media is a ridiculously undervalued US$395 million internet company with (i) a core C&M 
division, (ii) the largest domain name Registrar after GoDaddy, (iii) and a newly-built Registry business. 

Historically, DMD has been valued on its C&M division, which was a once-thriving business that mass- 
produced instructional how-to articles and videos. While most people have probably never heard of 
DMD by name, anyone with a 14.4k wood modem knows their portfolio of websites, chiefly eHow.com, 
Livestrong.com, and Cracked.com. 

The C&M business model was originally built on trying to game Google by producing content that found 
itself at the top of search results without the quality to back them up. For DMD, beating the system was 
their main goal, while content and quality was a distant... never. Shortly after its high-flying IPO in early 
2011, Google set out to change its search algorithm to crush publishers like DMD who tried to sneak 
their way up to the top of search results with poor content. Over the last three years, these algorithm 
changes have decimated both DMD's website traffic and its share price. 

The damage caused by Google to its legacy business forced DMD to focus on sustainable, long-term 
investments. Starting in 2012, and more extensively in 2013, DMD made substantial investments to 
improve its content offerings, shift from advertising to e-commerce, and build a Registry business . 

These initiatives have been aggressive for a company the size of DMD and are slated for massive returns. 
However, legacy issues at the C&M division have caused the market to overlook DMD's huge upside 
from its multi-year investments. In fact, most sell-side analysts have long since left DMD for dead. 

And that's where we come in, with our soft spot for underdogs that everyone else has given up on. 




"/ have a tender spot in my heart for cripples, 
bastards and broken things." 
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This summer, DMD will spin off its registrar and registry operations under the name Rightside Group. 
The immense upside for Rightside has been completely ignored by analysts whom have historically 
focused on DMD's much larger C&M division. 

Recently, ICANN moved towards deregulating registry services and introducing more generic top-level 
domains ("gTLDs"). TLDs are domain name extensions such as .com, .net, and .org. Rightside is 
positioned to benefit tremendously from this deregulation as the rules of the internet get rewritten. 
First, some terminology: 

• Registry: Registries provide the back-end workings associated with TLDs. You cannot buy a 
domain directly from a registry; they just operate and maintain the system of record for the 
registration of domain names. A registry has a contract with ICANN to exclusively manage a TLD. 
For example, .com and .net domains are managed by Verisign, and .org domains are managed 
by Public Interest Registry. Given their exclusive ICANN contracts, registries effectively operate 
as monopolies. Over the last three years, Rightside has quietly invested in infrastructure to 
expand into the registry business. 

• Registrar: A registrar acts as a storefront to register a domain name. Most people who have 
purchased a domain or set up a website have done so through a registrar. Registrars have to be 
accredited by ICANN, which means they are under contract, and pay fees to ICANN and 
demonstrate some basic competencies. The three biggest registrars are GoDaddy, eNom 
(owned by Rightside), and Tucows. 1 Registrars set retail prices, but also pay fees to relevant 
registries. The core of Rightside is its legacy registrar business. 

Below is a diagram of the registry/registrar model. The red circles are Rightside subsidiaries. 
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1 http://www.registrarowl.com/report registrar total domains. php 
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Registry Business 




The registry business is an effective monopoly dominated by Verisign. Under agreement with ICANN, 
Verisign is the authoritative registry for the .com and .net domain name extensions. Every time someone 
registers/renews a .com or .net domain, Verisign makes money. 



Second-level domain TLD 



www.anonanalytics.com 



In 2011, ICANN launched the New gTLD Program which seeks to introduce hundreds of new gTLDs to the 
internet. Instead of being limited to a few familiar choices (.com, .edu, .org), consumers will now be able 
to choose from more branded options (.attorney, .democrat .social). 

To-date, ICANN has received applications for more than 1,300 new gTLDs. The first batch effectively 
opened for registration earlier this year with others scheduled to be rolled out over the course of 2014 
and 2015. 

Rightside is one of the largest Program applicants, having independently applied for 26 gTLDs, as well as 
entered a rights-sharing agreement with Donuts for 107 more. Donuts is a start-up vehicle that is 
financed by venture capitalists to apply for and run new gTLDs. Donuts is the largest applicant in the 
ICANN Program, having applied for 307 gTLDs. In addition to the rights-sharing agreement, Rightside will 
provide back-end registry services for all Donuts gTLDs. 2 

In total, Rightside will provide registry services for one-third of the 1,300+ gTLDs expected to come 
online. When added to its current registrar business, this will make Rightside one of the largest end-to- 
end domain name companies in the world. Historically, ICANN prohibited registries from owning more 
than 15% of a registrar. 3 There are no such restrictions with the new Program. 

In another move towards deregulation, ICANN will no longer set the price that registries can charge for 
new gTLDs as it did for .com and .net domains. Accordingly, Rightside will be able to set their own prices, 
which will likely make Verisign's 50% to 60% EBITDA margins look like child's play. 




2 http://www.sec.gov/Archives/edgar/data/1365038/000156459014000861/dmd-10k 20131231.htm pg. 7 



3 http://www.sec.gov/Archives/edgar/data/1014473/000101447314000006/vrsn-20131231xl0k.htm pg. 7 
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The Future of the Internet 



Rightside currently has a handful of new gTLDs available for registration through accredited registrars 
including GoDaddy, and its own Name.com. Many more gTLDs will be available in 2014 and beyond. 



Current Rightside gTLD Portfolio 



.ACTOR\ website 
Available now! 



* * * + .AIRFORCE 



Available: 2014 



* * * ./i/wr 

* * 



Available: 2014 



,A TTORNEY 
Available: 2014 



.CONSULTING] 
website 
Available now! 

,DANCE\ website 
Available now! 



.DECREE 
Available: 2014 



Source: Rightside. co 



.DEMOCRAT\ 
t website 
Available now! 



.DENTIST 
Available: 2014 



MARKET 
Available: 2014 



.ENGINEER 
'Available: 2014 



MODA | website 
Available now! 



14 



X 

A .FUTBOL | website .MORTGAGE 
Available now! | $ | Available: 201 



.GIVES 

Available: 2014 



.HA US 
'Available: Q2 2014 



.NAVY 

Available: 2014 



MNJA | website 
Available now! 



JMMOBIUEN | 
website 
Available now! 



.PU8\ website 
Available now! 



.KAIJFEN\ website 
Available now! 



.LAWYER 
Available: 2014 



.REHAB 
Available: 2014 

. REPUBLICAN \ 
website 
Available now! 



1***1 .REVIEWS] website 
I I Available now! 



.ROCKS] website 
Available: Q2 2014 

■ .SOCIAL | website 
Available now! 



.SOFTWARE 
Available: 2014 



. VET 

Available: 2014 



We expect mass adoption of new gTLDs to be the future of the internet. Almost all meaningful .com 
names have been taken, leaving the public to register tortured, long-string domains. With the release of 
new extensions, consumers and businesses can choose a domain that is much more memorable while 
branding themselves with an identity. 

For example, if you are a newly-minted lawyer in New York, you would be limited to registering 
something awkward like www.newvorkcorporatelawyer-4-hire.com or some other absurd variation. But 
now, you can register www.newyork.attorney or www.newyork.lawyer which are far cleaner and help 
with branding. 

Likewise, there is so much potential in moving from something like www.restaurantreviews.com to 
www.restaurant.reviews . 

Hitting closer to our readers, consider that Yahoo Finance's website is www.finance.yahoo.com , which 
makes little sense if given the option to register www.yahoo.finance. 
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The new ICANN Program is still in its infancy and the first batch of gTLDs only recently rolled out. The 
general population is not yet even aware that these new options exist, which probably explain why DMD 
is so incredibly undervalued. However, speculation about the prospects of the new gTLD Program has 
been ongoing in tech circles, with some calling it a new internet era, while others caution that it might 
fail like the .xxx extension that was rolled out in 2010. 4 

While we expect that .com will still be the most prominent extension for the foreseeable future, there 
are very few viable .com domains left, as is evident by Verisgn's most recent quarterly results. 5 And even 
if someone has a .com name, it doesn't mean they won't expand into new gTLDs to maintain their online 
brand. In keeping with an earlier example, just because Yahoo already owns www.yahoo.finance.com 
doesn't mean they won't register www.yahoo.finance . In fact, it makes it even more likely that Yahoo 
will register additional domains to maintain its trademark and online presence. As a testament to this, 
Apple recently snapped up several .guru extensions, including apple.guru, iphone.guru, ipad.guru, and 
mac.guru. 6 

Moreover, comparing the new Program to the lukewarm reception of .xxx is foolish. While the .xxx 
extension seemed like a natural brand for the porn industry, not many registrars were eager to promote 
the extension for obvious reasons. Even the porn industry wasn't a fan of the .xxx designation because it 
made it easier to block all websites ending with that extension. 

In contrast, there is strong marketing and industry support behind the new ICANN Program, with the 
front page of GoDaddy and Name.com heavily promoting the new extensions. We will be very surprised 
if GoDaddy's next superbowl ad isn't centered around the new gTLDs. Every dollar that GoDaddy and 
other registrars spend benefits Rightside and its registry business. 

Apart from the marketing money that's involved, tech titans are proactively embracing the new gTLDs as 
well. For example, Google applied for 102 gTLDs (eg: .hangout, .app, and .game), while Amazon applied 
for 76 (eg: .coupon, .cloud, .imdb). There are some serious leading tech companies investing some 
serious money into this Program. 

There are also hundreds of new gTLDs being released that speak to specific brands or communities. In 
fact, a recent WSJ article notes that the Republican Party will be using the .gop extension in order to 
build their online community. The article goes on to note that President Obama's campaign manager 
was irritated that the Democrats had not created their own web ending. 7 (Rightside owns .democrat) 

And this brings us to another issue for the new gTLDs: even if an organization or business currently has 
no real interest in expanding into new gTLDs, they may be compelled to. 

First, there's the issue of image. In the case of the Democrats, it doesn't look good if a party known for 
its more progressive platform is seen as less tech-savvy than a party known for its old, white men. While 
we are using the example of the Democrats here, the same principle applies to most online businesses. 



4 http://www.dornaininvesting.com/new-fitlds-wildly-successful/ Check out the comments on .xxx 

5 http://fNes.shareholder.com/downloads/VRSN/3127347870x0x747247/d646d9b4-3900-4389-be0b- 
bbc0f9ae4a73/Ql-2014 Earnings Release FINAL.pdf 

6 http://www.macrumors.com/2014/01/30/apple-fiuru-domains/ 

7 http://blofis.wsi.com/washwire/2014/04/23/republicans-set-to-roll-out-fiop-web-addresses/ 
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Second, there is an issue of brand intrusion. If the Democrats choose not to register sites such as 
www.policv.democrat or www.platform.democrat, chances are someone else will, which can lead to a 
PR nightmare. As a real world example, when the .xxx extension rolled out, there were a series of 
defensive registrations by colleges like Harvard who didn't want www.Harvard.xxx to be 
misappropriated. 

Of course, all this isn't to say that most individuals and organizations will begrudgingly register domains 
that they don't necessarily want. The advantages of new gTLDs for businesses and individuals are 
obvious, including simplicity, memorability, and exclusivity. We see the future of the internet as being a 
cleaner and more consolidated experience, with a shift towards domains such as www.toys.ebay , 
www.android.app, and www.hotel.reviews . 

In fact, Rightside has rights (or is in various stages of the application process) to a number of gTLDs that 
we think have blue-sky potential, including: 



• -gay • .app 

• .reviews • .web 

• .social • .blog 

• .democrat (2014-2016) • .attorney 

(Note: All applications can be viewed here under United TLD (Rightside) or Donuts) 

(Note II: We highly recommend www.domainincite.com for the latest on the new gTLD program) 

Besides the ability to brand, specialized gTLDs tend to invoke greater trust. For example, websites 
ending with .gov or .edu are seen as more authoritative than their .com counterparts, which generally 
translate to higher clicks. As new gTLDs gain traction, we expect internet users to develop a habit of 
clicking on domain names with extensions that reflect what they are looking for. Users will eventually 
come to trust www.delaware.cpa over www.delawareaccountant.com 

There are simply tremendous opportunities here that the market is missing. And while .com will always 
be legacy, we expect unique gTLDs will be where the new world migrates to. 




8 



Registry Valuation 



Some view the release of the .xxx extension as failed experiments. One Seeking Alpha article even seems 
to view .mobi as a failure. From a visibility perspective that may be true, but even so, .xxx had over 
140,000 active registrations by its second year while .mobi had 800,000. For failures, those are some 
remarkable numbers. It's important to understand that new gTLDs don't need to overtake .com 
registrations to be successful; there is a huge difference between visible success and economic success. 



Exhibit 1 

Number of Registered Domains 



1,400,000 
1,200,000 
1,000,000 
800,000 
600,000 
400,000 
200,000 



t 




2006 2007 2008 2009 2010 2011 2012 2013 
■ .mobi .xxx 



Source: ICANN 



The rollout in the new gTLD Program is often equated to the Gold Rush, but what most don't realize is 
that during the Gold Rush the people who minted money were the ones selling picks and shovels. In our 
case, Rightside isn't even selling the equipment - it's just leasing it out for annual fees. Even if we 
assume the average gTLD is 'only' as successful as .xxx, Rightside will be a multi-bagger. 

TLDs generally experience hyper-growth in the first two years as domainers, speculators and early 
adopters rush to reserve domains. Accordingly, we expect Rightside to experience its strongest growth 
in 2014 and in particular 2015. 

To value the Registry business, we need to consider that Rightside will generate revenue from: 

• its own gTLDs (we expect Rightside to win 20 of its 26 applications) 

• the gTLDs owned by Donuts to which Rightside has signed a rights-sharing agreement (107 
were signed, but we expect Donuts to win 80 of them) 

• providing back-end registry services to all Donuts gTLDs (we expect Donuts to win 230 of its 307 
applications) 
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For our model, we are assuming that the average gTLD will get 100,000 registrations by year-end 2015, 
which is still far below the number of .xxx domains that were registered by year 2. This assumption is 
conservative considering that even the porn industry eschewed the .xxx extension, 8 and at least one 
industry consultant believes an average gTLD can get 270,000 registrations in three years. As a side note, 
we expect more niche extensions to get less registrations, but at higher prices. For example, we don't 
expect .democrat to reach 100,000 registrations anytime soon. However, one .democrat domain goes 
for 3-30x the price of more generic domains as per the TheDomains . Let's call it a wash. 

We are also assuming registry revenue of US$18.00 per domain for each gTLD that Rightside owns. The 
average new gTLD sells for US$20+ and Rightside keeps about 90% of that fee. Historically when 
Rightside only operated a registrar, they would only keep 10% of the fee, with the rest going to Verisign. 
We are also assuming registry revenue of US$9.00 per domain where the gTLD is shared with Donuts, 
and a flat fee of US$1.00 per domain to provide back-end registry services to all Donuts gTLDs. 

Finally, we are assuming EBITDA margins of 45%, whereas Verisign reports margins upwards of 60%. 
Even then, we suspect that the margins reported by Verisign are understated because it doesn't want to 
seem too profitable given its monopoly status. We are also assuming margins of 60% to provide Donuts 
with back-end registry services, since there are less variable costs associated with that. 

Exhibit 2 



Registry Valuation (US$) 





Rightside gTLDs 


Shared gTLDs 


Back-end services 


Registrations per gTLD 
Number of gTLDs 


100,000 
20 


100,000 
80 


100,000 
230 


Total registrations 
Revenue per domain 


2,000,000 
$18.00 


8,000,000 
$9.00 


23,000,000 
$1.00 


Revenue 


36,000,000 


72,000,000 


23,000,000 


EBITDA Margin 
EBITDA 


45% 
16,200,000 


45% 
32,400,000 


60% 
13,800,000 


Rightside EBITDA 


62,400,000 
















Low case 


Base case 


High case 


EV/EBITDA multiple 
Enterprise Value 
Value per share ($) 


6x 

374,400,000 
$4.12 


7x 

436,800,000 
$4.81 


8x 

499,200,000 
$5.49 



By year-end 2015, we expect Rightside to generate EBITDA of US$62 million from its Registry business. 
Verisign, which is slated for slower growth, currently trades at 7x EV/EBITDA. Apply a similar multiple to 
our valuation gives us a market value of US$437 million for the registry business, or US$4.81 per share. 



http://www.theverge.com/web/2011/ll/21/2578199/porn-lawsuit-xxx-dornains 
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Registrar Business 




Rightside has historically operated a registrar. The registrar industry is a commoditized and simple 
business, with predictable and recurring revenue from domain name renewals. As stipulated by ICANN, 9 
all registrars have the same access to registries for domain offerings, which means that there are no real 
competitive exclusivities from one registrar to the next. You can register www.awesomepossum69.com 
on GoDaddy, or Name.com, or pretty much every other registrar in the world. This limits registrars to 
differentiate themselves mainly through their retail pricing strategy, which is exactly how GoDaddy 
became the largest registrar in the world: they undercut everyone else on price. 

Due to regulatory oversight, there is very little volatility in the registrar business. On the revenue side, 
competition keeps average revenue per domain ("ARPD") predictable. For example, over the last 6 
years, ARPD for Rightside's registrar business has been consistent: 



Exhibit 3 

Average Revenue Per Domain 



2008 


2009 


2010 


2011 


2012 


9M 2013 


$9.47 


$9.89 


$9.84 


$9.85 


$9.81 


$9.94 



Source: Rightside Form 10 



On the expense side, ICANN sets a limit that registries can charge registrars for the administration of 
each domain. For example, Verisign can only charge US$6.18 per .net domain and US$7.85 per .com 
domain. There is also a standard ICANN fee. 10 Given all this predictability, one would expect Rightside's 
registrar business to be equally predictable. Instead, there have been wild swings in EBITDA and income 
over the last two years: 



Exhibit 4 

Rightside Financials 
(in US$ 000s) 



Registrar 


2010 


2011 


2012 


9M 2013 


Revenue 


139,428 


160,475 


172,968 


139,620 


Total Operating Expenses 


134,743 


154,080 


174,055 


149,045 


Operating Income 


4,685 


6,395 


(1,087) 


(9,425) 


Net Income 


2,717 


3,818 


(989) 


(4,973) 


Adj. EBITDA 


24,877 


31,363 


22,750 


8,887 


Adj. EBITDA Margin 


18% 


20% 


13% 


6% 



Source: Rightside Form 10 V J 

Y 

WTF happened? 



9 http://archive.icann.org/en/nsi/nsi-registry-agreement-appf-04nov99.htm 

10 http://www.sec.gov/Archives/edgar/data/1589094/000104746914000933/a2218249zex-99 l.htm pg. 32 
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Up to 2012, DMD's registrar business held consistent with EBITDA margins around 20% - the business 
even generating GAAP net income. In 2012, DMD decided to lay the groundwork for entering the 
registry business. Substantial investments were made in staffing, infrastructure, and gTLD applications. 
Inn 2012 and 2013 alone, DMD invested US$18.2 million and US$3.9 million in gTLD applications. 11 
However, Registry revenue is only set to ramp up in 2014 and likely become substantial in 2015. Since 
investing in 2012 for payoff in 2015 doesn't really fit the purview of a short-term market, DMD's 
registrar business has been mostly ignored. 

But ignoring a company because they are making substantial long-term investments is ridiculous. 
Rightside's registrar business still generates predictable, steady cash flow and is the second biggest 
industry player behind GoDaddy. 



http://www.sec.gov/Archives/edgar/data/1365038/000156459014000861/dmd-10k 20131231.htm pg. 19 
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Registrar Valuation 




The closest public competitor to Rightside's registrar business it Toronto-based Tucows ("TCX"). TCX is 
the third-largest registrar and is valued at US$160 million with a focus on the wholesale market. 
Rightside's registrar business also focuses on the wholesale market, making TCX the perfect comparable. 

In 2013, TCX had 14.2 million domains under management and generated US$130 million in revenue. 
However, 13% of this revenue came from TCX's mobile service offering called Ting, which is a separate 
business. 12 Accordingly, we could just subtract 13% from TCX's market value and assume that its 
registrar business is worth US$139 million. If we divide the US$139 million market value by the 14.2 
million domains that TCX manages, we get a value of US$9.80 per domain. We can then apply that 
number to the 15.4 million domains managed by Rightside to get an approximate market value for 
Rightside's registrar business, as per Exhibit 5. 

One concern is that Ting has grown rapidly since having been introduced in early 2012, and it's likely 
there is a premium imbedded in TCX's market value. So let's call this the best case scenario. 



Exhibit 5 

Rightside Registrar Value (best case) 
(in US$ 000s except Value per Domain) 





Domains Adj. Market Value Value per Domain 


TCX 

Rightside (Registrar) 


14,200 $139,200 $9.80 
15,400 $150,963 $9.80 



Source: Rightside, TCX filings 



On the other end, we could look all the way back to year-end 2011 before Ting was introduced and TCX 
was essentially a pure play registrar business to see how much the company was worth then. By the end 
of 2011, TCX had 11.9 million domains under management and a market value of ~US$75 million 
following the fiscal 2011 results. Applying the same math to Rightside's 15.4 million domains yields a 
market value of US$73 million. Of course, the issue here is that the market as a whole has risen 
dramatically since the beginning of 2012, and this approach clearly undervalues Rightside's registrar 
business today. So let's call this the worst case scenario. 



Exhibit 6 

Rightside Registrar Value (worst case) 
(in US$ 000s except Value per Domain) 





Domains Market Value Value per Domain 


TCX 

Rightside (Registrar) 


11,900 $75,000 $4.73 
15,400 $72,794 $4.73 



Source: Rightside, TCX filings 



http://www.sec.gov/Archives/edgar/data/909494/000143774914004497/tcx20131231 10k.htm pg. 42 
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The true value of Rightside's registrar business likely lies somewhere between our two scenarios. Our 
base case assumes a midpoint value-per-domain of US$7.27, which values the Registrar business at 
about US$112 million or US$1.23 per share. 



Exhibit 7 

Registrar Value 

(in US$ 000s, except per share data) 



Rightside Registrar 


Low 


Base 


High 


Value per Domain 


4.73 


7.27 


9.80 


Registrar market value 


72,842 


111,881 


150,920 


Value per share 


$0.80 


$1.23 


$1.66 



Source: our estimates and analysis 



Rightside Group: Summary 

Adding the Registrar and Registry business together, we value Rightside Group at US$6.04 per DMD 
share post spin-off for a combined market value of US$549 million. That's not bad for what will be one 
of the world's largest end-to-end domain name providers and a company set to benefit from 
unprecedented internet deregulation. 



Exhibit8 



Rightside Group 


Low 


Base 


High 


Registry business 


4.12 


4.81 


5.49 


Registrar business 


0.80 


1.23 


1.66 


Value per share 


$4.92 


$6.04 


$7.16 



Today DMD shares trade at US$4.35, and includes both the Rightside business AND the C&M division, 
as well as DMD's net cash position of US$0.68 per share. That's crazy cheap. 
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Content & Media Division 




DMD has historically been valued on its C&M division. The core of the C&M division are its owned and 
operated ("O&O") websites, namely eHow, Livestrong, and Cracked. DMD generates revenue by selling 
advertising against the content of these properties, which is a function of page views and RPM (revenue 
per one thousand page views): 



Exhibit 9 

O&O Page Views vs RPM 



5,000 
4,500 
4,000 
3,500 
3,000 
2,500 
2,000 




1 1 1 1 1 1 1 1 1 1 1 1 

Ql Q2 Q3 Q4 Ql Q2 Q3 Q4 Ql Q2 Q3 Q4 Ql 
11 11 11 11 12 12 12 12 13 13 13 13 14 



•Page views (in millions) 



RPM 



$18.00 

$16.00 

$14.00 

$12.00 

$10.00 

$8.00 

$6.00 



Source: SEC filings 



Without context, the above graph shows impressive growth in page views. However, most of this 
growth can be attributed to a shift to mobile traffic. An article that would be one page on a desktop can 
be split into three pages on a smartphone, artificially boosting page view numbers. Of course, 
advertisers know this and so mobile ads are priced less than desktop ads. This explains why RPM has 
been dropping as page views has been rising. 

For a time, page view increases were more than enough to offset declines from RPM. However, starting 
in the middle of 2013, declines in RPM started overtaking the growth in page views and hit revenue due 
to Google's search algorithm changes. 

Over the last year, desktop traffic has been declining and taking DMD's share price with it. For a true 
turnaround in the C&M division, there needs to be more than just traffic growth - there needs to be 
traffic growth from desktops. After a series of disappointing misses, sell-side analysts now value the 
C&M division as a near-terminal business with the expectation that traffic volume will continue to 
decline indefinitely. Our research shows otherwise. 

We have conducted high-level analysis on the traffic patterns of the C&M's core web properties which 
shows that the negative trend in desktop traffic recently hit an inflection point - a conclusion that we 
expect the market to reach in the next few months as public data becomes available. 
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eHow 




The Background 



eHow is DMD's flagship website and generates 24% of all corporate revenue. 

When it went public in early 2011, DMD described itself as a "leader in a new Internet-based model for 
the professional creation of high-quality, commercially valuable content at scale." 14 

Those are a lot of buzz words. 

Most critics simply labeled DMD a "content farm" that pollutes the internet with low quality articles 
which are designed to game search engines and make their way to the top of search results. The 
"content farm" label was mostly directed at eHow. 

Here is how it works: 

DMD deploys algorithms to scour search terms from billions of daily search queries and internet traffic 
activity to find certain popular keywords and phrases. These keywords are then compared to rates that 
advertisers are willing to pay to be associated with that keyword. Once a phrase is deemed to be 
profitable, DMD generates a headline from that phrase which is then turned into an article by a legion of 
waiting freelancers. 

For example, if algorithms find that the search terms "boil egg" or "egg, boil" are popular, DMD turns 
those keywords into the headline "how to boil an egg." This headline is then sent to freelance writers 
who get paid about $15 to write a "how-to" article for boiling an egg. Within a few days, the article is 
live and showing up on top of Google search results with a bunch of spammy ads next to it and 
generating revenue for DMD in the process. 

In aggregate, DMD has managed to build a content library tailored to show up for every conceivable 
search query. When coupled with ads, the sheer volume of articles in its library allowed DMD's C&M 
division to generate nearly US$250 million in annual revenue at its peak in 2011 and 2012. 

At one point, DMD was producing 4,500 articles a day, most of which were SEO optimized to appear at 
the top of Google search results and placed directly on eHow. And all this worked well for a while and 
was great for DMD. 

But all this is not so great if you're Google. 



13 http://demand.q4cdn.com/d59053e9-941a-4cdb-bd5c-282c70604848.pdf pg. 43 

14 http://www.sec.gov/Archives/edgar/data/1365038/000104746911000258/a2201659zs-la.htm pg. 1 
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The Problem 



Intuitively, it should be obvious that formulating headlines via algorithms at the sheer volume DMD did, 
and then having your freelancers who work for Rwanda-type wages quickly churn out articles in areas 
they may not necessarily have expertise in doesn't bode well for quality. As Wired described it: 

"Imagine a classroom where one kid raises his hand after every question and screams 
out the answer. He may not be smart or even right, but he makes it difficult to hear 
anybody else. " 

The rise of content farms - of which DMD was the poster child - did not go unnoticed by Google. In fact, 
a few days before DMD went public, Google released this blog post , dated 11 January 2011: 

"January brought a spate of stories about Google's search quality... we have seen a 
slight uptick of spam in recent months, and while we've already made progress, we have 
new efforts underway to continue to improve our search quality. 

As "pure webspam" has decreased over time, attention has shifted instead to "content 
farms," which are sites with shallow or low-quality content." 

While the Google blog post did not mention DMD by name, most of the stories the post hyperlinks to 
specifically point to DMD as one of the most notorious content farms. Anyone who read this blog should 
have foreseen what would come next. 
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The Result 



Between 2011 and 2013, Google released a series of search algorithm changes code-named Panda and 
Penguin, with the intention of weeding out and lowering the search ranks of poor, spammy sites that 
didn't fit Google's definition of "high-quality" content. 15 These changes affected eHow to various 
degrees, but the most notable change occurred in May 2013, and crushed eHow's traffic, along with its 
share price: 



Exhibit 10 

eHow.com Monthly Unique Visitors from US Desktops 
(In Millions) 
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Source: Our analysis based on Compete, comScore, other sources. 



In response, Management moved to improve eHow's quality by removing thin content, enhancing the 
site's engagement, and creating more fact-checked and specialized articles. 16 But these efforts had little 
immediate results and eHow's traffic has continued to drift lower since the algorithm change. With no 
clear sign of traffic improvements at its flagship property, most analysts and investors have since 
abandoned DMD. 

And that brings us to today. 



http://googlewebmastercentral.blogspot.ca/2011/05/more-guidance-on-building-high-quality.html 



http://ir.demandmedia.com/files/doc financials/2011/DMD-Transcript-3Q%202011.pdf 
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The Turnaround 



Taking a step back, DMD appears to have done a lot of house cleaning. Whether they wanted to, or 
whether they were forced to by Google, Management has shifted its attention from quantity to quality. 
To demonstrate, we picked several eHow articles that IT journalist Jeff Bercovici points to in two stories 
he wrote back in 2011 rightly mocking the ridiculousness and stupidity of some of eHow's content. Using 
web archives, we compared the articles from 2011 to their newer versions as presented below: 



Article and Title (2011) 


Article and Title (2014) 


Comment 


How to Calculate Age from Birthdate 

Types of Hats for Kids 

How to Put on a Speedo 

How to Buy Canadian Molson 

How to Buy Condoms That Fit 

How to Understand Ukrainian Women 

How do 1 Manually Fill an Ointment Tube? 


How do 1 Determine Birthdates from Age? 

Types of Hats for Kids 

How to Put on a Speedo Aquabeat 

How to Buy Condom Vending Machines 
How to Meet Russian & Ukrainian Women 
How do 1 Manually Fill an Ointment Tube? 


Article Improved with examples 
No Change 

Link redirects to article on MP3 player 
Article removed 
New article is more niche 
Different narrative. Still stupid. 
No Change 

Article redirects but still lacks quality 
Article removed 
Article removed 
Article removed 

Same article, same spelling, new pictures 
Article removed 

Article is longer and has Facebook shares 


How to Belch 

How to Pick Blueberries in Iowa 

How to Unscrew the itouchless Pepper Mill 

Ideas for Organizing Scrunchies 

Best Colors for Mediterranen Men 

Types of Push Buttons 

How to Dress Like a Hipster 


How to Treat Belching Problems 

Best Colors for Mediterranen Men 
How to Dress Like a Hipster 



Based on our sample, most of the low-quality eHow articles from 2011 have either been improved upon 
or deleted entirely. That's not say we ran across Harvard-type content, but in DMD's defense, if 
someone is searching for "how to calculate age from birthdate" or "how to boil an egg" chances are they 
aren't exactly looking for a PhD working paper on the subject. Moreover, some of the older articles are 
likely still up or unchanged because people frequently ask those questions. For example, here are the 
Google auto-completes for 'how to boil' and 'how to calculate age': 



Go gk 



how to boil 






howto boil eggs 






how to boil potatoes 






howto boil lobster 






howto boil chicken 







Go gk 



howto calculate age| 




haw to calculate age 




howto calculate age in excel 




how to calculate age from date of birth ■< 




howto calculate age of universe 
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Clearly, there have been some sincere efforts from Management to focus more on quality and provide 
internet users with meaningful content. And while it took nearly a year, we are finally beginning to see 
an end to the declining traffic. 



Exhibit 11 

eHow.com Monthly Unique Visitors from US Desktops 
(In Millions) 




Source: Compete.com 



Data from Compete suggests that since the beginning of 2014, traffic to eHow has stabilized. As DMD's 
most important property, this data means a reversal of fortunes for the C&M division... 

You: "Whoa, slow down there Johnny Mnemonic. A couple of months of flat traffic doesn't prove 
anything." 

Us: "True say bro, true say." 



Granted, it's hard to draw a definite conclusion from only a few data points, and no one's going to bet 
money on what could be a false flag. It's entirely possible that the recent flat traffic data is just an 
anomaly in a bigger downward trend. So, to confirm the validity of this new trend we need to go deeper. 




Using a tool developed by Berlin-based SearchMetrics, we can find the search engine visibility of a given 
website. The SEO Visibility tool, available here, determines a domain's visibility in search engines, and 
represents it as an index. 17 



Exhibit 12 

eHow.com SEO Visibility Index 




04/07/2013 05/12/2013 06/16/2013 07/21/2013 08/25/2013 09/29/2013 11/63/2013 12/D8/2013 01/12/2014 02/16/2014 03/23/2014 04/27/2014 

Time 

| ehow.com [SEO Visibility) 

Source: SearchMetrics 

This graph confirms that starting in May 2013, eHow's search engine visibility began to sink in response 
to Google's algorithm change. 

For our purposes, this graph also confirms that since the beginning of 2014, eHow's visibility index has 
stabilized. This leads us to conclude that eHow has finally found its footing in search engine visibility, 
and the recently improved traffic is organic and sustainable. 

We can't overstate how important improving visibility is to a website. We suspect most DMD analysts 
and investors simply look at Compete or Alexa data as the extent of their due diligence, with no clear 
understanding of what is driving the traffic or how sustainable it is. It helps to think of web traffic as a 
derivative of search engine visibility, and we expect these positive changes to show up in DMD's 
numbers when they report Q2 earnings. 



http://suite.searchmetrics.eom/en/research/misc/faq#9 
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A Note on Google 

While it's stupid to predict how Google will change its algorithm in the future, we are confident that 
Google no longer has content farms on its radar, after having destroyed nearly all of them. Google began 
targeting content farms in 2011 through 2013 with a series of Panda/Penguin updates. Based on the 
trailing frequency of these updates, it seems that Google is finally happy with the current situation. 
According to SEOtrainingdoio.com : 

• in 2011, there were 9 updates 

• in 2012, there were 20 updates 

• in 2013, there were 5 updates 

• in 2014, there have been 0 updates 

Google's updates accomplished their goal of either pushing content farms out, or forcing them to 
improve. DMD chose to improve and will be better off for it. Moreover, today DMD is far less reliant on 
Google than in the past. 
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Livestrong 




The Background 



Livestrong is DMD's second largest website in terms of unique visitors. Livestrong also shares many of 
the same background issues as eHow. 

Historically, Livestrong was viewed as a content farm, riddled with questionable health-related articles, 
and its association with Lance Armstrong helped provide its fluff pieces a veneer of legitimacy for any 
unsuspecting reader who searched for "how to lose five pounds in one week". 



The Problem 



The same quality issues and spamminess that made Google take notice of eHow also put Livestrong in 
the crosshairs. But beyond a lack of real content, Livestrong had its own unique set of problems to deal 
with, specifically the fall from grace of its namesake in late 2012: 




Remember when everyone wore yellow bracelets because they totally wanted to 
help people affected with cancer and not because it was a fashion statement? 
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The Results 



A combination of Google changes and Lance Armstrong's disgraced fall led to Livestrong.com losing 
nearly half its traffic in 2013. 



Exhibit 13 

Livestrong.com Monthly Unique Visitors from US Desktops 
(In Millions) 
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The Turnaround 



To help improve traffic, Management focused on turning Livestrong from a search engine-based website 
into a community, which includes workout routines, meal planning, food tracking, and various statistical 
tools. 18 The new website was launched in June 2013, but remediation work continued on the site until 
Q4 2013. A read of the Q4 2013 transcript shows that Management was actively engaged in improving 
the content library on Livestrong in that quarter: 



"From a content standpoint, we made a lot of progress on Livestrong, in particular in the 
fourth guarter, which was really kind of a core area of focus from a remediation 
standpoint. And I really am pleased with the way that library is shaping up from a guality 
standpoint and I think we saw, as I mentioned in my remarks a really nice uplift from 
user registration standpoint in January/' 19 

-Interim CEO Shawn UYolo 



18 http://ir.demandmedia.com/files/doc financials/2013/DMD-Transcript-lQ%202013.pdf pg. 7 

19 http://ir.demandmedia.com/files/doc financials/2013/Q4/Q4%202013%20Transcript.pdf pg. 9 
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More than just paying lip-service, the above graph shows that Management's remediation efforts have 
been largely successful and Livestrong's traffic has bounced back since the beginning of the year. 
Furthermore, Livestrong's search engine visibility index has stabilized since January 2014 which lends 
support to the improved traffic data. 



Exhibit 14 

Livestrong SEO Visibility Index 



Zeitspanne: | 07,04,2013 | - | 04,05,2014 | | GO | Zoom; 1 1M 1 1 2M 1 1 Bit | 1 1 Y | | 2Y | 




07,04,2013 12,05,2013 16,06.2013 21,07,2013 25,08,2013 29,09,2013 03,11,2013 08,12,2013 12,01,2014 16,02,2014 23,03,2014 27,04,2014 

Zeit 

| livestrong.com (SEO Visibility) J livest 



Source: SearchMetrics 
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Cracked 




The Background 



To us, the story of Cracked.com reflects the true potential and genius of DMD. 

Cracked started out as a humor magazine in the 1950s in the vein of Mad magazine - only far less 
successful. In 2005, Cracked.com was launched, but the magazine itself was discontinued soon after. In 
2007, DMD purchased the then little-known website and turned it into the most visited humor website 
on the planet. Today Cracked ranks higher than all other humor sites, including theOnion, FunnyorDIE, 
and CollegeHumor, according to Alexa. 20 

Its Editor-in-Chief Jack O'Brien describes Cracked like the Discovery Channel with dick jokes, 21 but the 
truth is that Cracked produces high quality content that readers enjoy. For example, three of the five 
new SNL (Saturday Night Live) cast members collaborated with Cracked in 2013. 22 



CRACKED 



[BACKED DIJPENJABV =" 

Register I Login 

ARTICLES - VIDEOS - COLUMNISTS - FORUMS QUICK FIXES PHOTOPLASTY » # & 



MOVIES & TV VIDEO GAMES WEIRD WORLD HISTORY SCIENCE TECH MUSIC WRITEFORUS >JT0RE A 

Cracked Timeline 




5 Stupid Questions You Won't 
Believe Scientists Answered 




A 



5 Insane First Drafts of 
Famous Song Lyrics 



{ i 



5 Real Criminals Betrayed b 
Their Own Big Mouths 




1 




MAY 

02 



ffln^r^'n I MAY 

J 01 



5 Bullshit "Facts' Everyone Believes 
About WWII 

By Jacepe della Querela I 05-02-2014 

■ The Fatal Logical Flaw in the Han? 
Potter Universe ■< 

117,987 views 

• The 5 Most Utterly Insane Games You 
Can Play at Work 

324,976 views 

• 30 Disney Classics Made Incredibly 
Creepy With Tiny Changes 0 
222316 views 



http://www.ebizmba.com/articles/funny-websites 
http://www.wired.com/2011/05/st cracked humor/ 

http://ir.demandmedia.com/files/doc financials/2013/Q4/Q4%202013%20Transcript.pdf pg. 13 
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As a testament to its popularity, only 22% of Cracked traffic comes from search referrals, with most 
coming either from social platforms like Facebook or directly. 



Exhibit 15 

Cracked.com Monthly Unique Visitors from US Desktops 
(In Millions) 
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In the end, Cracked.com is not a broken site, and there isn't much for us to analyze or comment on. Our 
interest in Cracked is more about what it says about DMD, and it is this: 

The market has written DMD off as a Company whose C&M division is completely lost. Even analysts 
have lost interest in the stock, with coverage being a ghost of its former self. But the Cracked story 
demonstrates that DMD has an uncanny ability to improve on web properties. DMD took an obscure 
website based on a failed print edition, and seamlessly transformed it into the biggest humour website 
on the planet within a few years. That doesn't happen by accident. It requires skill, vision and technical 
know-how that would be the envy of most internet companies. 

DMD's ability to turn around its C&M division should not be underestimated. It has taken time, and the 
process has not fit into the quarter-to-quarter box that the market looks for. But recent data shows that 
traffic improvements are well underway. 



http://ir.demandmedia.com/files/doc financials/2013/Q4/Q4%202013%20Transcript.pdf pg. 5 
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The Move to E-Commerce 




After Google's algorithm smackdown, DMD realized that it needed to move beyond an advertising- 
driven content model. In 2013, Management began embracing the idea of incorporating subscription 
and e-commerce initiatives in its portfolio of websites. 

eHow: In March 2013, DMD acquired Creativebug for US$8 million. Creativebug.com is a website that 
provides arts and crafts instructional videos on a subscription or a la carte basis. 24 In 2012, eHow's craft 
categories had 50 million visitors. The idea is to introduce those visitors and craft enthusiasts to 
Creativebug and get them interested in signing up for instructional videos. 

In 2013, DMD also introduced eHow Now, an added service on eHow.com where customers ask live 
experts specific questions in real time for a one-time or monthly fee. 

Livestrong: In the middle of last year, DMD launched a new video-based subscription fitness program 
called Stronger on Livestrong.com. Stronger incorporates 30 minute work-out videos akin to P90X and 
personalized meal plans for subscribers. 

Off-Network: In June 2013, DMD acquired Society6 for US$94.3 million, representing 25% of DMD's 
current market cap. Society6.com is an online marketplace and e-commerce platform where artists can 
sell their designs on art prints, phone cases, t-shirts, etc. This is a stand-alone platform that will receive 
traffic from various DMD properties. For example, iPhone cases fit well with Cracked visitors, while 
throw pillows and shower curtains fit within eHow's home and garden audience. Notably, over 70% of 
Society6 traffic comes from referral and direct sources. 

These initiatives are all promising, but we are particularly optimistic about the prospects for Society6 
and Creativebug. Both are platforms that cater to niche and growing markets. If DMD can leverage its 
audience acquisition and page optimization expertise to funnel some of its massive traffic to these 
properties, the upside will be enormous. These initiatives are still in their infancy, but for a look at 
what's possible, in Q3 2013, the Society6 artist community increased 100% and image uploads grew 50% 
compared to last year when the website was independent. 25 Most e-commerce businesses don't start 
with the base traffic that DMD has, and the ability of DMD to purchase smaller websites and grow them 
quickly is incredibly valuable. 

By the end of 2014, Management expects e-commerce to contribute to 25% of C&M revenue. 26 That's a 
bold target, but it shows that DMD has both the ability and intention to diversify away from 
advertisements and Google, and monetize its traffic in other ways. 



http://www.sec.gov/Archives/edgar/data/1365038/000156459014000861/drnd-10k 20131231.htm 
http://ir.demandmedia.com/files/doc financials/2013/DMD-Transcript-3Q%202013.pdf pg. 4 
http://ir.demandmedia.com/files/doc financials/2013/DMD-Transcript-2Q%202013.pdf pg. 8 
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C&M Valuation 




We've analyzed the C&M division in high-level terms. Now we need to throw some numbers down and 
see how it all translates. Exhibit 16 shows the 2014 analyst estimates of DMD's consolidated operations. 
In large, this is how the market views DMD - a failing mix of a content and registrar business with 
margins that are slowly burning away. 



We separated the C&M division from the consolidated business based on the Form 10 filed by Rightside. 
In doing so, we find that despite calls for its demise, the C&M division still generates substantial cash 
flow from operations - something that can't be said of many other internet companies. 



Exhibit 16 

DMD Consolidated Operations 
(in US$ 000s) 



DMD Consolidated 


2011A 


2012A 


2013A 


2014F 


Revenue ex-TAC 


312,372 


361,137 


378,609 


371,500 


Total Operating Expenses 


(325,501) 


(352,487) 


(397,092) 


(413,071) 


Operating Income 


(13,129) 


8,650 


(18,483) 


(41,571) 


Non-cash adjustments 


99,087 


94,798 


106,834 


96,604 


Adj. EBITDA 


85,958 


103,448 


88,352 


55,033 


Adj. EBITDA Margin 


28% 


29% 


23% 


15% 



Source: Bloomberg 



Exhibit 17 

DMD C&M Segment 
(in US$ 000s) 



DMD C&M 


2014F 


Revenue ex-TAC 

Total Operating Expenses 


155,960 

181,404 


Operating Income 


(25,444) 


Non-cash adjustments 
Adj. EBITDA 


67,566 
42,122 


Adj. EBITDA Margin 


27% 




Source: Our analysis and estimates based on Rightside Form 10. 
Non-cash adjustments include D&A, stock-based comp, 
and acquisition and re-alignment costs. 
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As a standalone business, C&M will generate EBITDA of ~US$42 million on revenue of US$156 million in 
2014. This translates to an EBITDA margin of 27%. However, imbedded in costs for 2014 is 
approximately US$13 million of operating expense related to content remediation and infrastructure 
ramp for Society6 and Content Solutions. 27 For our valuation, we normalize earnings by removing this 
one-time expense, which pushes the EBITDA margin for 2014 up to 35%. To be clear, this isn't 
unreasonable since the C&M division has maintained EBITDA margins between 36% and 43% over the 
last four years: 



Exhibit 18 

C&M EBITDA Margins 



2010 


2011 


2012 


2013 


36% 


36% 


43% 


37% 



Source: our analysis 



Our valuation has three scenarios: 
Base case 

• Revenue: Revenue is consistent with analyst estimates of 2014 consolidated revenue. 

• Operating Expenses: Normalize 2014 by removing US$13 million of one-time expenses. 

• Multiple: Assume EV/EBITDA multiple of 6 - equivalent to where DMD currently trades and 
steep discount to the sector multiple of 12. 

High case 

• Revenue: Increase revenue by 3% to reflect improvements in eHow and Livestrong. 

• Operating Expenses: Normalize 2014 by removing US$13 million of one-time expenses. 

• Multiple: Assume EV/EBITDA multiple of 7 - one turn above where DMD is currently trading at 
due to improving topline trend. 

Low case 

• Revenue: Decrease revenue by 3% to reflect continued traffic loss. 

• Operating Expenses: Normalize 2014 by removing US$13 million of one-time expenses. 

• Multiple: Assume EV/EBITDA multiple of 5 - one turn below where DMD is currently trading at 
due to deteriorating topline trend. 



http://ir.demandmedia.com/files/doc financials/2013/Q4/Q4%202013%20Transcript.pdf pg. 8 
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Exhibit 19 

C&M Valuation 

(in US$ millions, except per share data) 



DMDC&M 


Low 


Base 


High 


Revenue ex-TAC 


151,282 


155,960 


160,639 


Change from 2014 consensus 


-3% 


0% 


3% 


Adj. EBITDA 


50,443 


55,122 


59,801 


Adj. EBITDA margin 


33% 


35% 


37% 


EV/EBITDA multiple 


5x 


6x 


7x 


EV value 


252,217 


330,733 


418,607 


Cash 


153,963 


153,963 


153,963 


Debt 


92,500 


92,500 


92,500 


C&M market value 


313,680 


392,196 


480,070 


Value per share 


$3.45 


$4.32 


$5.28 



Source: our estimates and analysis 



Our analysis shows that the C&M division as a standalone business is worth approximately $4.32 per 
share. This is near the current DMD share price of US$4.35 which also includes Rightside. 



Reasonability Check 

One check of our model is to compare our valuation of C&M to the market value of InterActiveCorp 
("IACI"). IACI is DMD's closest public competitor, and owns various web properties such as Ask.com, 
About.com, CollegeHumor, and Dailyburn. IACI also teamed up with DMD recently to form a 
CollegeHumor/Cracked ad network. 28 In fact, we see IACI as a natural acquirer of the C&M division once 
the registrar business is spun off. 

IACI currently trades at 8x 2014 EV/EBITDA. To make the comparison more meaningful, we note that 
that IACI expenses content costs immediately, while DMD chooses instead to amortize the costs over 
five years. This accounting treatment artificially boosts DMD's EBITDA figure. To compensate, we need 
to subtract US$13.1 million in annualized content expense to arrive at a revised EBITDA of US$42.1 
million. Using this new figure, our base case per-share value of US$4.32 implies a valuation of 8x 
EV/EBITDA, which is where IACI currently trades. All's good. 



http://ir.dernandrnedia.corn/investor-overview/investor-press-releases/press-release-details/2014/Demand- 



Media-and-Electus-Digital-Announce-Strategic-Advertising-Partnership/default.aspx 
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Another check of our valuation is that last year DMD paid a little over US$100 million for Society6 and 
Creativebug, which we assume is fair market value. Since being introduced to DMD's audience, both 
websites are likely worth a lot more today, but whatever; let's stick with the original price tag. DMD also 
has US$61 million in net cash. If we separate out all of these from our base case market value of US$392 
million, it means that we are valuing the rest of the C&M business, including eHow, Livestrong, Cracked, 
at US$231 million. 

To put that US$231 million portion in perspective, IAC acquired content fa rm About.com for US$300 
million in late 2012, following some of the same punishing Google algorithm changes that affected DMD. 
On an annualized basis, About.com generated US$120 million in revenue when it was acquired, 29 which 
implies IAC paid 2.5x revenue. 

We expect C&M to earn approximately US$156 million in revenue in 2014, and Management is targeting 
25% of that to come from e-commerce sources, chiefly Society6 and Creativebug. This implies that other 
C&M properties (eHow, Livestrong, Cracked, etc) will generate approximately US$117 million in revenue 
in 2014. If we apply the same 2.5x revenue multiple, we get a valuation of US$292 million for these 
properties. That's a 27% premium to the US$221 million that our own valuation implies. 

In both cases, the math shows that our US$4.32 per share valuation for the C&M business is justifiable, 
fair, and reasonable. 




http://www.sec.gov/Archives/edgar/data/891103/000144530513000404/iaci-20121231xl0k.htrn pg. 59 
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Conclusion 




Combined, we value the C&M division and Rightside Group at US$10.36 per DMD share post spin-off. 
This implies an upside of 138% from the current share price of US$4.35 and is near where DMD was 
trading just a year ago. 



Exhibit 20 





Low 


Base 


High 


Rightside Group 


4.92 


6.04 


7.16 


C&M (plus net cash) 


3.45 


4.32 


5.28 


Value per share 


$8.38 


$10.36 


$12.44 



Source: our analysis 



That said, we doubt investors have to wait that long for price discovery. We expect what remains of 
DMD to be acquired for its C&M division once Rightside is spun-off later this summer. Even with the 
legacy issues, the C&M division generates strong cash flow which makes it a prime acquisition target for 
either IACI or a private equity firm. 

IACI is a US$5 billion company with a long history of making web property acquisitions similar to those 
owned by DMD. IACI already has a partnership with DMD for its CollegeHumor/Cracked ad network and 
stands to benefit by bringing DMD's complimentary properties into its fold. 

While IACI is a natural acquirer, our money is on private equity to make the final move. DMD's top two 
shareholders are Oak Investment Partners and Spectrum Equity, who own 25% and 15% of DMD 
respectively. Both have seats on the Board and neither has sold a single share since the IPO. Oak 
Investment Partners specializes in buyouts and spin-offs while DMD's current interim CEO, Shawn Colo, 
was a principal at Spectrum Equity for nearly a decade prior to starting DMD. 30 Last October, the original 
co-founder and CEO of DMD resigned and Shawn Colo stepped in as interim CEO. DMD has been very 
quiet on the CEO front and appears to be in no rush to find a permanent replacement. Considering all 
this, there is good reason to expect the C&M division to be taken private post spin-off. 

Going forward, we also expect the market to pay far more attention to Rightside which has lived in the 
shadows of the C&M division. With the registry industry historically a monopoly and the biggest 
registrar company still private, there has been little reason for analysts and investors to focus on the 
industry. That will change with the spin-off and GoDaddy's expected IPO later this year. 



Conclusion: Conviction Buy 
Return: 138% 



http://www.linkedin.com/pub/shawn-colo/28/974/aa0 



33 



